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ABSTRACT 
 
The aim of this study is to investigate the impact of diaspora remittances in 
developing countries. The fixed effects method was applied in this paper, with a 
panel data of 58 developing countries, covering the period 1990-2015. Generally, 
the study concluded that diaspora remittances have poverty reducing effects in 
developing countries. Overall, on a policy perspective, the findings of this study 
call for the governments in developing countries to employ mechanisms that 
promote smooth flow of remittances into their countries. These may include 
developing strong ties with remittance-sending countries, minimizing the costs of 
transferring money, liberalizing interest rates, and developing sound financial 
infrastructure to improve the accessibility of remittances. 
*Key Words: Diaspora Remittances, Poverty Reduction, Developing Countries, 
Fixed Effects 
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IMPACT OF DIASPORA REMITTANCES ON POVERTY REDUCTION 
IN DEVELOPING COUNTRIES 
__________________________________________________________________ 
 
1. INTRODUCTION 
 
Diaspora remittance flows have attracted the attention of many policy 
makers across the globe and some proponents of Development Economics believe 
that these foreign currency earnings can be a panacea to the financial challenges 
bedeviling many developing counties in the world. Diaspora remittances, 
commonly known as international remittances or simply remittances1, are transfers 
from migrant workers to their relatives or friends in their countries of origin, in the 
form of cash or kind (Eurostat, 2015). Current trends show that remittance streams 
into the least developed economies are increasing in general (Figure 1). This surge 
is mainly attributed to the increase in the number of migrant workers around the 
world. Most young men and women flee poverty from their home countries to seek 
employment and survival abroad, where opportunities are better. 
According to the UN (2015), the number of foreign migrants worldwide has 
been growing exponentially over the past decade, reaching 244 million in 2015, up 
from 222 million and 173 million recorded in 2010 and 2000, respectively. Fig. 2 
and Table 1 below shows the stock and migration trends in the major remittance 
receiving countries. As shown in Table 1 below, the stock of migrants as of 2015 
was highest in North Africa & the Middle East, with 151 million people. Second 
was in Sub-Saharan Africa, with about 90 million migrants. South Asia and Latin 
America & the Caribbean accounted for 74 million people and 43 million people, 
respectively. This growing migration of people around the globe has undoubtedly 
                                                          
1 In this study, the phrases “international remittances”, “diaspora remittances” and “remittances” will be used interchangeably. 
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resulted in a correspondingly huge increase in diaspora remittance receipts in 
developing countries. As such, family members who become migrant workers 
abroad, usually send money to parents, spouses and friends in their countries of 
origin. The World Bank (2015) estimated worldwide diaspora remittances to reach 
US$582 billion in 2015, translating to a growth of 0.4 percent. This was, however, 
a drop from a growth of 3.2 percent recorded in the preceding year, that is, 2014. 
This slump in growth of remittances was attributed to the global deceleration of 
economic activities. The weakening of world currencies was also cited to have 
depressed the U.S dollar value of the remittances sent to different destinations.  
Previous authors have had mixed views over the role of remittances in an 
economy. On one hand, it is argued that diaspora remittances have become a 
source of livelihood for many people in developing counties as they increase the 
income levels of households in the recipient countries and consequently alleviate 
poverty. These remittances are used for various purposes including purchasing of 
food items, payment of school fees, payment of hospital bills, among other uses. In 
addition, some scholars believe that these financial flows have the potential to 
improve the financial sector development of countries and thus stimulate economic 
growth (Ratha, Mohapatra, & Scheja, 2011). It is also argued that they are 
important in that they positively impact the credit rating of a country, reduce 
investor panic, and help in curtailing trade deficits (Ratha et. al., 2011).  
Moreover, remittances can be used for investment purposes in the form of 
physical capital or any other investment initiative by individual entrepreneurs in 
remittance beneficiary households (Solimano, 2003).Thus, successful businesses 
operated by these individuals can go a long way in reducing poverty levels due to 
increased incomes. In Nepal, for example, the reduction in the poverty headcount 
ratio from 42 percent between 1995 and 1996 to 31 percent between 2003 and 
2004 was attributed to increases in diaspora remittances which raised the 
households’ income levels (World Bank, 2006). 
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Notwithstanding the huge contributions made by remittances, these foreign 
currency flows have also been blamed by some scholars for several issues. For 
instance, Nguyen, Berg and Lensink (2009) undertook a study on the impact of 
international remittances on worker efforts in Vietnam using household survey 
data. They found that remittances had reduced working hours per person of the 15 
year olds and above. Based on their survey, they concluded that remittances would 
act as a disincentive to work in remittance receiving households as the number of 
working members was reduced. 
In addition, Azam & Gubert (2006) concluded that remittances may widen 
the income inequality gap since it is mostly people from higher income households 
who travel abroad, hence the poor would continue to remain poor since moving 
into another country might be very complex and expensive.  
Moreover, the emigration of educated population means that the country is 
losing the much needed human capital for economic growth. Consequently, this 
brain drain may have negative impacts on economic growth and long-term 
development of developing countries since the emigration of highly educated and 
skilled workers is said to lead to reduced income levels in an economy (Adams, 
2003; Docquier, Lohest & Marfouk, 2007). 
Despite the above problems associated with these foreign inflows, 
remittance to developing countries have been increasing as shown in Figure 1 
below. According to the World Bank (2016), the top 2015 remittance receiving 
regions were South Asia (US$117.9 billion); South America & the Caribbean 
(US$66 billion); and Sub-Saharan Africa (US$35.2 billion). These remittances are 
believed have brought relief to many households in these developing regions. As 
has been mentioned earlier, many households mainly use them for payment of 
tuition fees, settlement of hospital bills, purchasing of household goods including 
groceries, and in some cases for starting small business projects (De Vasconcelos, 
2005). 
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Although existing literature confirm that many studies have been undertaken 
on the importance of remittances in developing countries, emphasis has been, 
however, mainly on the impact of diaspora remittances on GDP growth in general 
and little attention was paid to their contribution towards household poverty 
reduction. Moreover, although many previous researchers have concluded that 
remittances have poverty-reducing effects in poor and developing countries, they 
have been silent on explaining the reasons why some developing countries such as 
those in Sub-Saharan Africa (SSA) and South Asia have remained underdeveloped 
despite experiencing a surge in these foreign currency inflows.  
It is against this background that this study explored further the extent to 
which these diaspora remittances are contributing towards poverty reduction in 
developing countries, by using more recent data to enrich the existing literature. In 
addition, this study went a step further to investigate whether the impact of 
remittances is the same for both low income and lower-middle income countries. 
Also, the study briefly discussed issues pertaining to poor economic growth and 
development in developing countries despite the increase in remittance flows, 
although this was not tested empirically due to lack of a suitable and convincing 
proxy. 
 
1.1. Research Questions 
 
Particularly, this paper would aim to answer the following two questions: 
 
i. What is the impact of diaspora remittances on poverty reduction in 
developing countries? 
ii. Is the impact of diaspora remittances on poverty reduction the same for both 
low income and lower-middle income countries? 
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1.2. Objectives of study 
 
The purpose of this study is to examine the impact of diaspora remittances 
on poverty reduction in developing countries. In addition, the goal is also to 
investigate whether the impact is different by income level of the major 
remittances beneficiaries, which are in the low income and lower-middle income 
countries. The other objective is to explain why some developing countries have 
remained underdeveloped although statistics indicate that remittance flows to these 
countries are rising.  
 
1.3. Hypothesis 
 
This study will test the hypothesis that diaspora remittances have had 
poverty-reducing effects in developing countries. 
 
1.4. Significance of the study 
 
Recent statistics show that the migration of people from developing 
countries to developed regions in search for greener pastures has been rising over 
the years. This movement of people has also been associated with a 
correspondingly increase in remittance flows to the developing countries. This 
means that people who migrate to the developed countries become migrant 
workers and then send money to family members, relatives or friends in their 
countries of origin. Consequently, these remittances increase the incomes of the 
households in the remittance-receiving countries, thereby reducing poverty levels 
there. As such, this author found it necessary to undertake a study on remittances 
and poverty with the view of reiterating the importance of remittances in reducing 
poverty and promoting economic growth in many developing countries across the 
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world. In this regard, the findings of this paper would be useful to NGOs, policy 
makers, scholars and the related academia. Further, valuable recommendations 
could be drawn from this study when policy decisions are made on poverty issues 
in developing countries. 
 
1.5. Organization of the paper 
 
The general concept of this study has already been introduced in the preceding 
chapter. The rest of the paper is organized as follows: Chapter Two reviews the 
previous literature on remittances and poverty reduction in developing countries; 
followed by the methodology and results sections in Chapter Three; and lastly, 
recommendations and concluding remarks will be discussed in chapters Four and 
Five, respectively. 
Figure 1: Diaspora Remittance Receipts of Major Receiving Regions (2000-2015) 
 
Source: World Development Indicators (2016) 
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Table 1: International Migration Trends for the Major Remittance Recipient 
Countries (1990-2015) 
Years Latin 
America & 
Caribbean 
Middle East & 
North Africa 
South Asia Sub-Saharan 
Africa 
Grand 
Total 
1990 6,957,619  18,100,609  15,144,742  14,495,276   
1995 6,455,289  18,442,443  12,405,351  15,120,927  
2000 6,311,653  20,000,241  12,474,215  13,469,475  
2005 6,944,332  23,172,852  11,153,081  13,680,256  
2010 7,968,729  32,601,004  11,565,030  15,198,834  
2015 8,946,249  38,864,804  11,377,262  18,676,830  
Total 43,583,871  151,181,953  74,119,681  90,641,598  359,527,103  
Source: World Development Indicators (2015) 
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Figure 2: Stock of Migrants by Major Remittance Receiving Regions as of 2015 
Source: World Development Indicators (2015) 
 
2. LITERATURE REVIEW 
 
This section focuses on understanding and critically analyzing previous 
studies on the impact of diaspora remittances on poverty reduction. The review 
will start by explaining the conceptual framework with which poverty reduction 
can be achieved through leveraging on international remittances. Based on this 
conceptual framework, the previous empirical findings would then be explored. 
 
2.1. Conceptual Framework 
 
The flow of remittances is basically more or less stable irrespective of the 
economic condition of the recipient country. Ideally, remittances are expected to 
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reduce poverty within the remittance recipient households in developing countries. 
In this sense, the impact of remittances on poverty reduction could be understood 
from both a micro and macro level perspective. Although there is no formal 
framework with which this impact could be accurately captured (Chimhowu et al., 
2005), it is reasonable to assume that the amount of transfers sent by the migrants 
to family members in their countries of origin have had a positive impact in 
reducing poverty levels, either directly or indirectly.  
From a macroeconomic point of view, remittances could be linked to the 
Keynesian concept of circular flow of income, where remittance flows are viewed 
as the injection of new income in an economy. More precisely, remittance flows 
increase the disposable income of the remittance receiving households in a country, 
thereby increasing their consumption, savings and/or investment (Meyer & Shera, 
2016). In this case, consumption is expected to boost aggregate demand of goods 
and services within the economy. Similarly, a rise in savings is expected to 
increase investment levels in the economy, resulting in increased capital 
accumulation and ultimately leading to economic growth and development of a 
country. 
Another way of understanding how poverty can be reduced through 
leveraging on diaspora remittances is to analyze the impact at a micro or household 
level. Recent findings have shown that about 10 percent of remittances received by 
households in developing countries are being saved, invested, or used for business 
purposes (Orozco & Fedewa, 2005). In the same vein, Adams (2006) concluded 
that diaspora remittances have had seemingly substantial impacts on households’ 
investments such as education, health and housing, rather than just on consumption. 
In this case, remittances could be viewed as a means through which beneficiary 
households are able to enjoy relatively higher standards of living. 
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2.2. Review of Empirical Studies 
 
To this date, various empirical studies regarding the impact of remittances 
on poverty reduction have been undertaken by many previous scholars. However, 
the results so far, have not been conclusive and the findings are somehow mixed. 
On one hand, some scholars have concluded that international remittances are a 
key component of economic growth. For instance, Katsushi, Raghav, and Abdilahi 
& Nidhi (2013) examined the effect of remittances on growth of GDP per capita 
using annual panel data for 24 Asian and Pacific countries. The results generally 
confirmed that remittance are beneficial to economic growth. However, their 
analysis also revealed that the volatility of capital inflows such as remittances may 
be harmful to economic growth. In other words, while remittances contribute 
towards better economic performance, they may also become a source of output 
shocks.  
Also, Jamal and Amal (2014) used the propensity-score matching method to 
investigate the impact of international remittances on poverty reduction in 
Morocco. The two found that international remittances had increased households’ 
expenditures in Morocco. More specifically, their study revealed that the 
probability of being poor in rural households significantly declined by 11.3 
percentage points. 
In addition, in 2005, Adams and Page used household surveys from 71 
developing countries to examine the impact of international migration on poverty. 
After controlling for the income level, income inequality, and geographical 
location, they concluded that diaspora remittances have had a strong statistically 
significant impact on poverty. The study revealed that a 10 per cent increase in the 
share of remittances in a country’s GDP led to a 1.6 percent reduction in people 
living in abject poverty. 
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Using the Granger Causality Test, the UN (2011) also analyzed the impact 
of remittances on poverty reduction in Kerala, India. Empirical evidence from the 
study suggested that these flows played a significant role in Kerala’s economy by 
increasing the per capita income and investments, thereby reducing poverty levels. 
Another researcher, Akobeng (2015), used two different approaches: the 
2SLS approach and the dynamic two-step SGMM approach to assess the impact of 
remittances on poverty. He found that remittances reduce poverty and inequality 
levels within a society. However, he reiterated that the soundness of financial 
sector is the anchoring factor in determining the effective impact of remittances on 
poverty alleviation. Overall, he emphasized that the broad macroeconomic 
soundness of an economy would largely determine how much poverty international 
remittances could reduce. Similarly, Deodat (2010) used a simple log-log fixed-
effects (FE) method to examine the impact of international remittances on human 
development in SSA. Regression results from his study confirmed that 
international remittance flows did promote human development in SSA. 
The relationship between diaspora remittances and poverty alleviation was 
also investigated by Makram and Montrassar (2014). The two undertook a study on 
14 emerging and developing economies covering a period of 1980 to 2012. Based 
on non-stationary dynamic panel data, the results suggested a reverse causal 
relation between remittances and poverty. However, the study revealed that the 
impact of poverty on remittance flows to developing economies was more 
significant compared to the impact of the latter on poverty. Although the impact of 
remittances on poverty reduction was generally weak as revealed in his study, the 
authors, however, emphasized the importance of international remittances in 
alleviating extreme poverty within a society.  
Another Scholar, Roberts (2009), carried out a study to assess the 
development impact of remittances on the economy of Guyana. Following a survey 
carried out on the beneficiary of remittances in Guyana, his study concluded that 
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despite the fact that a huge proportion of the remittances are mainly used for 
consumption, in general, the flows contribute to the development of an economy. 
In 2010, Fayissa & Nsiah conducted a study to investigate the impact of 
international remittances on economic growth and development in Africa. Based 
on the results obtained from a quasi-fixed effects model, the two found that a 10 
percent increase in remittance flows into an African economy would be expected 
to raise an individual’s income by 0.4 percent on average.  
In another research by Taylor; Arango; Hugo; Kouaouci; Massey & 
Pellegrinoy (1996), it was found that long-run investment remittances raised the 
income elasticity by 10 percent in Mexico, by one-third in Java, and by nearly two-
thirds in Kenya. This finding was based on a two-period CGE model. The 
objective of the study was to examine the relationship between international 
migration and development at community level.  
Finally, research conducted by Bugamelli & Paternò (2005) concluded that 
huge inflow of diaspora remittances could also help lower the incidences of a 
financial crisis by reducing the current account deficits of a country.  
Although the preceding discussion generally confirmed that diaspora 
remittances could significantly reduce poverty within a society, other scholars, 
nevertheless, have argued that remittances have the potential to promote inequality 
within a society (Deodat, 2010). Moreover, many other authors have also 
cautioned on the potential risks that may be associated with diaspora remittances. 
For instance, they warned that these flows cannot be regarded as substitutes for 
official development assistance (ODA) or foreign direct investment (FDI) for the 
reason that remittances are somehow volatile in nature. In fact, it is argued that 
remittances may be harmful to sustainable economic growth if countries over-rely 
on them.  
Furthermore, remittances have also been blamed for causing lower worker 
effort among citizens in the recipient country, as well as the brain drain issue that 
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was discussed earlier (Akobeng, 2015). It is also argued that the inflow of 
international remittances may reduce export competitiveness due to a sharp 
currency appreciation in the remittance-receiving country. Such a scenario may 
negatively affect economic growth of a country (World Bank, 2005; Cordova & 
Olmedo, 2006). 
 
3. METHODOLOGY 
 
The nature of the problem under investigation in this study required the use 
of an econometric model with longitudinal or panel data. Longitudinal or panel 
data is a combination of cross sectional and time-series data in which elements 
such as companies, individuals, or countries are measured over time.  
Ordinary Least Squares (OLS) with pooled data was the first estimation 
method to be applied in this study. The pooled OLS estimator, however, has the 
problems of producing highly biased coefficients because it ignores country-
specific effects as well as potential endogeneity of explanatory variables. Hence, it 
cannot be wholly trusted when making conclusions about the findings of a 
particular study, therefore requiring alternative estimation methods. 
Secondly, this study applied the technique of Fixed Effects (FE). This 
methodology was also used by Gupta, Pattillo & Wagh (2009) to assess the effect 
of remittances on poverty and financial development in SSA. Katsushi et. al. 
(2013) also applied a similar technique to investigate the impact of international 
remittances on GDP growth and poverty reduction, using a sample of 24 Asian and 
the Pacific countries. 
The FE method is useful when analyzing the impact of variables such as a 
country, person or company, which usually change over time. When applying the 
FE method it is assumed that some characteristics within individual variables may 
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impact the explanatory or outcome variables, hence the need to control for such 
inherent elements. In this regard, the FE model controls for all time-invariant 
differences among predictor variables and removes the effect of those time-
invariant characteristics.  
However, one of the flaws associated with the FE models is that they cannot 
be used to investigate causes of time-invariant of outcome variables. In addition, 
FE models completely ignore characteristics that exist between or among variables, 
and tend to focus only on the within-variable characteristics. 
 
3.1. Model specification  
 
In this study, two models were employed to estimate the impact of 
international remittances on poverty reduction in developing countries. The second 
model contained the same variables as in the first model, however, interaction 
terms were added on the latter. The aim of adding interaction terms was to analyze 
the impact of diaspora remittances by countries’ income levels. The first model is 
specified as follows:  
 
)1.(................................................................................8
76543210
itTRADEit
GOVEXPitODAitFDIitINFLitLGDPPCAitGFCFitREMITitPHCRit
µβ
ββββββββ
+
++++++++=
 
Where,  
 
PHCR: is Poverty Head-Count Ratio at either US$1.90 per day or US$3.10 
per day. It is the dependent/outcome variable. Poverty Head-Count 
Ratio refers to the percentage of the population living on less than 
given poverty lines in a particular country, in this case US$1.90 per 
day or US$3.10 per day. 
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REMIT:  are the ratio of diaspora remittances to GDP. This is the 
independent/explanatory variable of interest in this study. Diaspora 
remittances constitute individual foreign transfers by migrant workers 
to their countries of origin.  
 
GFCF:  is gross fixed capital formation. This consists of earnings that accrue 
to investors following series of investment outlays. 
 
LGDPPCA: is the logarithm of GDP per capita. Per capita GDP is the average 
income per person within an economy, that is, GDP divided by the 
total country’s population; 
 
INFL:  is the country’s inflation rate. The GDP deflator was used as a proxy 
in this case. In general, inflation is a measure of the level of prices of 
goods and services in an economy; 
 
FDI:  is foreign direct investment (% of GDP). These are the net flows of 
foreign investments into a country and owned by non-citizens of a 
country;  
 
ODA:  is official development assistance (% of GDP). ODA comprises 
disbursement of cheap loans and grants by international organizations.  
 
GOVEXP: is general government expenditure (% of GDP). It consists of 
Government recurrent purchases of inventories, as well as payment of 
civil servants’ salaries; and 
 
TRADE:  is country’s openness to trade measured by exports plus imports. 
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The second model (equation 2), which contains the interaction terms is 
specified as below. As mentioned earlier, including interaction terms in this model 
allows for a better understanding on the extent to which diaspora remittances 
impact on an economy based on the country’s level of income. 
 
)2.(....................*4*3210 UitXitLOWMIDitREMITLOWitREMITLOWMIDitLOWitPHCRit ++++++= βββββ
 
Where,  
 
Xit:  a vector containing macroeconomic variables that affect poverty in 
developing countries apart from diaspora remittances. All the 
variables contained therein are defined as the ones in model 1 above. 
 
LOW:  are low income countries as defined by the WB; 
 
LOWMID: are lower-middle income countries as defined by the WB 
 
3.2. Data 
 
This study used a panel data sample of 58 developing countries covering the 
period 1990 – 2015. Annual data was collected from the World Bank website 
(World Development Indicators) and the Global Economy.com website. The 
developing countries were selected based on the World Bank classification criteria. 
According to the World Bank 2016 classification, developing countries are: low 
income countries, lower-middle income countries and upper middle income 
economies. However, most of these developing countries lacked the necessary data 
in most of the variables required to carry out this research. In this regard, only 58 
out of many other countries had the required data, although it is not sufficient as 
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still there were data gaps in some of the years. As such, only those particular 
countries with data in most of the years were selected to carry out this analysis. A 
list of the countries used in this study is provided in Appendix 1.  
 
Table 2: Summary Statistics 
VARIABLES N Mean SD Min Max 
Poverty Head-Count Ratio at $1.90/day (2011 
PPP, % of population) 
648 15.31 17.58 0 92.31 
Poverty Head-Count Ratio $3.10/day (2011 
PPP, % of population) 
648 29.99 24.47 0 98.49 
Diaspora remittances (% of GDP) 1,376 4.404 6.157 0 49.29 
Gross Fixed Capital Formation (% of GDP) 1,467 23.08 8.217 0.299 61.47 
General government final consumption 
expenditure (% of GDP) 
1,472 13.12 4.673 2.976 43.48 
Logarithm of GDP per capita 1,511 7.635 0.975 5.310 9.595 
Inflation measured by GDP deflator 1,506 1.771 4.023 0.000116 50.68 
Foreign Direct Investment (% of GDP) 1,476 3.427 4.008 -5.007 43.91 
Official Development Assistance (% of GNI) 1,364 5.186 7.296 -0.682 94.95 
Trade openness: exports plus imports (% GDP) 1,438 72.95 36.11 13.75 220.4 
Number of countries 58     
 
4. RESULTS ANALYSIS AND DISCUSSION 
 
A detailed account of the findings obtained from this study is presented in 
this section. In this regard, Tables 3 and 4 below show the general regression 
results based on a sample of 58 developing economies. On the other hand, Table 5 
and 6 presents results from the model with interaction terms. It is important to note 
that the analysis is based on only 58 developing countries across the world because 
of serious data deficiencies in most of the least advanced economies, as mentioned 
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earlier. Unavailability of data is one of the challenges that are encountered by 
many researchers when carrying out studies on developing countries.  
 
Table 3: Results of Poverty Head-Count Ratio at US$1.90 per day 
VARIABLES Poverty Head-
Count 
Ratio(1.90/day) 
 
 
OLS 
Poverty Head 
Count 
Ratio($1.90/day) 
 
 
FE 
Expected 
Coefficient 
Sign 
Remittances (% of GDP) -0.683*** -0.373** (-) 
 (0.0698) (0.176)  
Gross Fixed Capital Formation (% of 
GDP) 
0.0286 -0.198** (-) 
 (0.0726) (0.0847)  
General government final consumption 
expenditure (% of GDP) 
0.242** 0.428 (+/-) 
 (0.120) (0.298)  
Logarithm of GDP per capita -13.86*** -11.79* (-) 
 (0.977) (5.925)  
Inflation measured by GDP deflator 0.249 0.551*** (+/-) 
 (0.218) (0.182)  
Official Development Assistance (% of 
GNI) 
-0.191* -0.0841 (-) 
 (0.105) (0.113)  
Official Development Assistance (% of 
GNI) 
0.340* -0.0738 (-) 
 (0.180) (0.181)  
Trade openness: exports plus imports (% 
GDP) 
-0.101*** 0.00127 (-) 
 (0.0147) (0.0493)  
Constant 131.8*** 121.7***  
 (8.891) (45.43)  
Observations 586 586  
R-squared 0.627 0.590  
Number of countries 58 58  
Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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Table 4: Results of Poverty Head-Count Ratio at US$3.10 per day 
VARIABLES Poverty Head-
Count 
Ratio($3.10/day) 
 
 
OLS 
Poverty Head-
Count 
Ratio($3.10/day) 
 
 
FE 
Expected 
Coefficient 
Sign 
Diaspora Remittances (% of GDP) -0.674*** -0.604*** (-) 
 (0.0957) (0.226)  
Gross Fixed Capital Formation (% of 
GDP) 
0.170** -0.140 (-) 
 (0.0806) (0.0928)  
General government final consumption 
expenditure (% of GDP) 
-0.132 0.105 (+/-) 
 (0.148) (0.413)  
Logarithm of GDP per capita -22.28*** -23.19*** (-) 
 (0.913) (1.987)  
Inflation measured by GDP deflator -0.216 0.448*** (+/-) 
 (0.186) (0.122)  
Official Development Assistance (% of 
GNI) 
-0.406*** -0.134 (-) 
 (0.128) (0.126)  
Official Development Assistance (% of 
GNI) 
0.0779 -0.116 (-) 
 (0.170) (0.180)  
Trade openness: exports plus imports 
(% GDP) 
-0.148*** -0.0527 (-) 
 (0.0172) (0.0468)  
Constant 221.3*** 232.9***  
 (8.196) (17.52)  
Observations 586 586  
R-squared 0.721 0.692  
Number of id 58 58  
Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
 
Tables 3 and 4 above summarize the regression results of model 1, at 
US$1.90 per day or US$3.10 per day, respectively. The model sought to estimate 
the impact of diaspora remittances on poverty reduction in developing countries. In 
this study, two equations were estimated using two estimation methods namely; the 
ordinary least squares (OLS) and fixed effects (FE). To establish which 
methodology to apply in this study, the Hausman tests were conducted on the 
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dataset. The tests concluded that the FE method was more consistent, hence, more 
preferred to the random effects, (i.e. Prob>Chi2 = 0.0071). 
In both scenarios (i.e. Poverty Head Count Ratio at US$1.90 per day and 
US$3.10 per day), the results showed that the impact of diaspora remittances on 
poverty reduction in developing countries was statistically significant. In other 
words, there was a negative relationship between remittances and Poverty Head-
Count Ratio (PHCR), implying that an increase in the amount of remittance 
receipts into developing countries would result in a reduction in the number of 
people living under poverty lines (in this case US$1.90 per day and US$3.10 per 
day). More specifically, it could be concluded from the results that a 1 percentage 
point change in remittance flows into developing countries would reduce the 
number of people living below US$1.90 a day by about 0.4 percent. Similarly, the 
same effect would reduce the number of people living below the US$3.10 a day 
level by about 0.6 percent. 
The above conclusion is consistent with the findings of previous researchers 
such as Adams and Page (2005), as well as Akobeng (2015). Adams and Page, 
however, used a different estimation approach. The two used household surveys 
from 71 developing countries. Also, Akobeng employed a different technique. In 
his study, he applied the 2SLS approach and the dynamic two-step SGMM 
approach.  
Regarding other variables, gross fixed capital formation (representing 
investment) was only significant with the PHCR at US$1.90 per day. The negative 
sign yielded on this variable means that an increase in investment levels would 
reduce the incidence of poverty within a society. The inflation variable was also 
statistically significant in both cases (i.e. PHCR at US$1.90 per day or US$3.10 
per day). The expected sign on inflation could be either positive or negative. In this 
case, the positive sign on this variable implies that an increase in inflation rate 
would increase poverty levels and vice versa.  
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Moreover, the GDP per capita variable has a negative variable which means 
a country’s increase in the level of per capita income would lead to a drop in the 
number of people living under the vice of poverty. This was, however, statistically 
significant with the PHCR at US$3.10 per day and only significant at 10% level 
with the PHCR US$1.90 per day. 
 
Table 5: Results of Poverty Head-Count Ratio at US$1.90 per day (with 
interactions) 
VARIABLES Poverty Head-
Count 
Ratio(1.90/day) 
 
 
OLS 
Poverty Head 
Count 
Ratio($1.90/day) 
 
 
FE 
Expected 
Coefficient 
Sign 
Remittances (% of GDP) 0.00777 0.325 (-) 
 (0.223) (0.296)  
Gross Fixed Capital Formation (% of 
GDP) 
-0.147** -0.103 (-) 
 (0.0599) (0.0834)  
General government final consumption 
expenditure (% of GDP) 
0.374*** 0.465 (+/-) 
 (0.122) (0.281)  
Logarithm of GDP per capita -20.57*** -23.46*** (-) 
 (1.338) (3.478)  
Inflation measured by GDP deflator 0.287** 0.343*** (+/-) 
 (0.120) (0.117)  
Official Development Assistance (% of 
GNI) 
-0.0642 -0.0602 (-) 
 (0.0913) (0.115)  
Official Development Assistance (% of 
GNI) 
0.0142 0.0611 (-) 
Trade openness: exports plus imports (% 
GDP) 
-0.0363* -0.0158 (-) 
 (0.0191) (0.0437)  
Low Income Countries 4.873  (-) 
 (5.684)   
Lower-Middle Income Countries -9.408***  (-) 
 (3.537)   
Remit*LowIncome -0.769 -1.275 (-) 
 (0.628) (1.138)  
Remit*LowMiddleIncome -0.548** -0.844** (-) 
 (0.237) (0.355)  
Constant 184.6*** 200.1***  
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 (11.04) (26.42)  
    
Observations 586 586  
R-squared 0.708 0.524  
Number of id 58 58  
Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
 
Table 6: Results of Poverty Head-Count Ratio at US$3.10 per day (with 
interactions) 
 Poverty Head-Count 
Ratio(US$3.10/day) 
 
 
OLS 
Poverty Head Count 
Ratio(US$3.10/day) 
 
 
FE 
Expected 
Coefficient 
Sign 
VARIABLES    
Remittances (% of GDP) -0.0548 0.345 (-) 
 (0.262) (0.416)  
Gross Fixed Capital 
Formation (% of GDP) 
-0.147** -0.0970 (-) 
 (0.0703) (0.0969)  
General government final 
consumption expenditure (% 
of GDP) 
0.0533 0.156 (+/-) 
 (0.143) (0.425)  
Logarithm of GDP per capita -30.81*** -34.13*** (-) 
 (1.572) (3.314)  
Inflation measured by GDP 
deflator 
0.150 0.234** (+/-) 
 (0.140) (0.107)  
Official Development 
Assistance (% of GNI) 
-0.0871 -0.0654 (-) 
 (0.107) (0.147)  
Official Development 
Assistance (% of GNI) 
-0.0120 0.0531 (-) 
 (0.151) (0.203)  
Trade openness: exports plus 
imports (% GDP) 
-0.0456** -0.0130 (-) 
 (0.0224) (0.0562)  
Low Income Countries -10.17  (-) 
 (6.713)   
Lower-Middle Income 
Countries 
-9.121**  (-) 
 (4.181)   
Remit*LowIncome -0.0230 -0.807 (-) 
 (0.737) (0.706)  
Remit*LowMiddleIncome -0.699** -1.094** (-) 
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 (0.278) (0.519)  
Constant 287.4*** 304.3***  
 (12.97) (28.70)  
    
Observations 586 586  
R-squared 0.736 0.635  
Number of id 58 58  
Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
 
As mentioned earlier, one of the objectives of this study was to investigate 
whether the effectiveness of diaspora remittances is the same for both low income 
and lower-middle income economies. In order to establish the existence of any 
possible variance between the two income groups, interaction terms were included 
in the second model. Results from model 2, as shown in Table 6, above revealed 
that the impact of diaspora remittances is only effective in lower-middle income 
economies. Specifically, a percentage point increase in the level of remittance 
flows into lower-middle income countries would be expected to reduce poverty 
levels among people living on less than US$1.90 per day by approximately 0.8 
percent. Similarly, a percentage point increase in remittance flows into lower-
middle income countries would be expected to reduce the level of poverty among 
people living on less than US$3.10 per day by about 1 percent.  
The effectiveness of remittances in lower-middle income countries could be 
attributed to the fact that countries in this income group tend to have better 
financial systems as compared to the low-income group. Generally, as countries 
move from a low income status to a middle or higher level income status, the 
financial systems of those particular countries also develop and improve (Ratha, 
D.,Mohapatra, S., & Scheja, E., 2016). As such, these better financial systems 
would allow for re-investment of the new financial injections, thereby reducing 
poverty in the long run. In addition, bottlenecks that prohibits the smooth flow and 
accessibility of remittances would be minimized. Moreover, the effectiveness of 
remittances in reducing poverty in lower-middle income countries could have 
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resulted from the quantum of remittances flowing into these economies. As shown 
in Table 7 below, remittance flows was highest in lower- middle income countries, 
hence the huge impact. 
In contrast, the above results show that the impact of diaspora remittances in 
low income countries was insignificant despite having the expected negative sign. 
This is not very surprising because remittances in poor countries are usually 
regarded as transitory incomes, hence the money is mainly for consumptive 
purposes. A very small and paltry percentage is translated into meaningful 
economic activities. As such, the goal of achieving sustainable poverty reduction 
through remittances in low-income economies remains a mystery, unless more 
effort on the development of the financial sector is applied. 
 
Table 7: Average Remittance Flows (as a % of GDP) by Income Level (1990-
2015) 
Low Income Countries 0.3% 
Lower Middle Income Countries 2.5% 
Upper Middle Income Countries 1.2% 
Source: Author’s own calculations  
 
Although the findings of this study have generally confirmed that 
remittances have poverty-reducing effects in developing countries, unfortunately, 
regions such as SSA and South Asia have remained relatively poor despite 
witnessing a surge in these flows. A possible explanation to this anomaly may be 
due to the fact that remittances in these regions are mainly for consumptive and 
survival purposes, and very little are translated into economic activities. Hence, 
their direct contribution to economic growth has been cast in doubt.  
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In addition, these financial flows are believed to have promoted laziness in 
these remittance receiving countries and cause remittance-receiving households to 
work less (Cuong et. al., 2009). This development poses the risk of reducing the 
supply of labor, thereby negatively impacting economic growth. Further, poverty is 
still high in the aforementioned regions because, frankly speaking, the poor and 
less educated people usually fail to migrate abroad as crossing international 
boundaries involves a lot of costs. As such, mostly the “elite” are the ones who are 
able to afford to leave their countries in search of greener pastures. This usually 
means that the poor households would continue to remain poor, hence keeping the 
poverty levels high in SSA and South Asia. 
 
5. CONCLUSION 
 
The purpose of this study was to critically investigate the impact of diaspora 
remittances on poverty reduction in developing countries. The other objective was 
to assess whether the impact of diaspora remittances is the same for both low 
income and lower-middle income countries. This study applied the OLS and fixed 
effects techniques. However, the conclusion of this study was based on the results 
obtained from the fixed effects method. The study used longitudinal/panel data of 
58 developing countries, covering the period 1990 to 2015. The results from Model 
1 indicated that diaspora remittances have a significant impact on poverty 
reduction in developing countries. This means that the migration of people from 
developing countries to different destinations across the world has indeed, 
benefited many households in developing countries. In light of these results, 
policies that promote the flow of remittances should be a priority for the lower and 
middle income countries. 
In addition, results from Model 2 have suggested that diaspora remittances 
are more effective in lower-middle income countries than in low-income countries. 
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There is, therefore, need for low-income countries, especially in SSA, to step up 
efforts in making sure that remittances are adequately used in helping to fight 
poverty in Sub-Saharan African countries. This could be done through educating 
citizens on the importance of saving and investing the remittances rather than just 
consuming them. By so doing, the sustainability of remittances, both at household 
level and national level, would be guaranteed. 
 
5.1. Policy Recommendations 
 
This study has revealed that diaspora remittances indeed have poverty 
reducing effects in developing countries. This then calls for policy makers of 
developing countries to seriously devise ways of attracting diaspora remittances. 
One way of achieving such is the removal of bottlenecks that militate against the 
smooth flow of these foreign financial flows. It is also imperative for policy 
makers to create special systems that target the diaspora community. Such schemes 
could include setting higher and attractive interest rates for accounts owned by 
migrant workers. In the same vein, it is of paramount importance to put in place 
measures that reduce the cost of transferring money through developing sound and 
functional financial sector infrastructure. This could act as an incentive for sending 
money through the formal system, as many migrant workers resort to sending 
money through informal means to avoid hustles associated with transferring money. 
Based on the findings of this study, which has shown that remittances have 
far reaching impacts in reducing poverty levels in a country, governments should, 
therefore, educate citizens on how to use these foreign earnings for productive 
purposes. This helps to ensure sustainability of these seemingly volatile and 
somehow unpredictable financial flows. Another way to achieve this could be 
allowing remittance receiving households to use remittances as a guarantee when 
borrowing for education, house construction and purchasing of machinery. 
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Given the crucial role played by migrant workers in the fight to reducing 
poverty in the least developed economies, one cannot ignore the importance of 
engagement and involvement of the diaspora community when making polices on 
remittances. As such, there is need for governments in developing countries to 
establish strong ties with the remittance sending countries to ensure a sustainable 
flow of remittances into their countries. 
 
5.2. Limitations of the Study 
 
Having finished analysis of this paper, one should understand that this study 
is not immune to limitations. Firstly, some important variables such as corruption, 
peace and security, and institutions were not included in the model because of 
time-series data deficiencies. Secondly, the dependent variable, in this case, the 
Poverty Head-Count Ratio, lacked data in some years since surveys of this poverty 
measure are not conducted more frequently. This means that the number of 
observations would be reduced, thereby compromising the reliability and accuracy 
of the results. 
Thirdly, the dataset used is country-level aggregate annual data. The ideal 
way to investigate the impact of diaspora remittances on poverty reduction is to use 
disaggregated household or micro-level data. This is because aggregate data does 
not clearly show the actual beneficiaries of diaspora remittances.   
Notwithstanding the above concerns, this study remains relevant as it has 
displayed the important role played by diaspora remittances in reducing poverty 
levels in developing countries across the world.  
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5.3. Suggested Areas for Further Study 
 
There still remain some grey areas in the subject of remittances and poverty. 
One aspect that could be recommended for further research is to empirically 
evaluate the reason why poverty levels have remained extremely high in 
developing regions such as SSA and South Asia, despite trends showing that 
remittance flows to these regions are increasing. As has been discussed earlier in 
this analysis, trends of remittance flows into these regions have been increasing in 
recent years, particularly in South Asia, which is the largest recipient of diaspora 
remittances according to latest data. In light of this, an empirical research to 
investigate this paradox would be necessary. 
In addition, an understanding of the impact of diaspora remittances on 
poverty reduction in rural areas of Sub-Saharan countries would be of greater 
interest. Most poverty studies are at country level, therefore, analyzing the impact 
at grassroots level is crucial because in many countries, it is mainly the rural folks 
that bear the full brunt of extreme poverty.  
 
29 
 
6. REFERENCES 
Adams, J.R. & Page, J. (2005). “Do International Migration and Remittances Reduce 
Poverty in Developing Countries?” World Development.  
Adams, R. (2006). International Remittances and the Household Analysis and Review of 
Global Evidence. Journal of African Economies, 15(2):396-426. 
Azam, J.P. & Flore, G. (2006). Migrants’ Remittances and the Household in Africa: A 
Review of Evidence. Journal of African Economies, 15(2): 426-462. 
Chimhowu, A., Piesse, J., & Pinder, C. (2005).The Socio-economic Impact of 
Remittances on Poverty Reduction.  
Cordova, E., & Olmedo, A. (2006). International Remittances and Development: Existing 
Evidence, Policies and Recommendations.  
Fayissa, B. & Nsiah, C. (2010). The Impact of Remittances on Economic Growth and 
Development in Africa. The American Economist, 55(2):92-103. 
Nguyen, C., Marrit van den Berg, & Lensink, R. (2009). The Impact of International 
Remittances on Income, Work Efforts, Poverty and Inequality: Evidence from 
Vietnam. 
Deodat, E.A. (2010). Do International Remittances Promote Human Development in 
Poor Countries? Empirical Evidence from Sub-Saharan Africa. Journal of Applied 
Economics and Finance, 4(1):31-45. 
De Vasconcelos, P. (2005). Improving the Development Impact of Remittances. Paper 
30 
 
Presented at United Nations Expert Group Meeting on International Migration and 
Development. 
Docquier, F., Lohest, O., & Marfouk, A. (2007). Brain drain in developing countries. The 
World Bank Economic Review, 21(2), 193–218. 
Akobeng, E. (2015). Out of Inequality and Poverty: Evidence for the effectiveness of 
remittances in Sub-Saharan Africa. University of Leicester, Department of 
Economics, University Road, Leicester LE1 7RH, United Kingdom. The journal of 
Economics and Finance, 60(2016):207-223 
Eurostat. (2015). Retrieved from http://ec.europa.eu/eurostat/statistics 
explained/index.php/Glossary:Workers_remittance.  
International Migration Report. (11 March 2017). Highlights Key Facts. Retrieved from 
http://www.un.org/en/development/desa/population/migration/publications/migrati
onreport/docs/MigrationReport2015_Highlights.pdf.  
Jamal Bouoiyour and Amal Miftah. (2014). The impact of Migrant Workers' Remittances 
on the Living Standards of families in Morocco: A Propensity Score Matching 
Approach. 
Katsushi, S., Gaiha, R., Ali, A. & Kaicker, N. (2013): Remittances, Growth and Poverty: 
New Evidence from Asian Countries. Journal of Policy Modelling, 36(3):524-538. 
Makram, G. & Montassar, Z. (2014). The causal relationship between remittances and 
poverty reduction in developing countries: Using a non-stationary dynamic panel 
data. Atlantic Review of Economics – 1st Volume – 2014. 
31 
 
Matuzeviciute, K & Butkus, M. (2016). Remittances, Development Level, and Long-Run. 
Department of Economics, Šiauliai University, Šiauliai LT-77156, Lithuania. 
Journal of the Economies, 4(4):28. 
Orozco, M. & Fedewa, R. (2005). Leveraging Efforts on Remittances and Financial 
Intermediation. Report Commissioned by the Inter-American Development Bank. 
Ratha, D.; Mohapatra, S.; Scheja, E. Impact of Migration on Economic and Social 
Development. World Bank Policy Research. 
Roberts, D. (2009). The Development Impact of Remittances on Guyana's Economy. 
Journal of Social and Economic Studies, 58(3&4):199-225. 
Solimano, A. (2003). Remittances by Emigrants: Issues and Evidence. Presented at 
WIDER conference. Innovative Sources for Development Finance. 
Taylor, J.E.; Arango, J.; Hugo, G.; Kouaouci, A.; Massey, D.S.; and Pellegrino, A. 
(1996). International Migration and Community Development. Population Index, 
62(3):397-418. 
United Nations. (2011). Impact of Remittances on Poverty in Developing Countries. 
World Bank. (2005). Global Economic Prospects Report 2006: Economic Implications 
of Remittances and Migration. World Bank: Washington DC. 
World Bank. (2006). The Development Impact of Workers Remittances in Latin America, 
vol. 2, Detailed Findings, Report No. 37026. Washington, DC: World Bank. 
World Bank. (2015). Migration and Remittances: Recent Developments and Outlook, 
Special.  
32 
 
World Bank (2016). Migration and Remittance: Recent Developments and Outlook 
Migration and Development Brief 26. 
World Bank. (2016). Retrieved from http://www.worldbank.org/en/news/press-
release/2016/10/06/remittances-to-developing-countries-expected-to-grow-at-
weak-pace-in-2016-and-beyond. 
33 
 
 
7. APPENDICES 
 
Appendix: List of developing countries used in this study 
1. Albania 
2. Argentina 
3. Armenia 
4. Bangladesh 
5. Belarus 
6. Belize 
7. Bolivia 
8. Brazil 
9. Bulgaria 
10. Burkina Faso 
11. Cambodia 
12. Cameroon 
13. China 
14. Colombia 
15. Cote d'Ivoire 
16. Dominican Republic 
17. Ecuador 
18. El Salvador 
19. Georgia 
20. Guatemala 
21. Guinea 
22. Honduras 
23. India 
24. Indonesia 
25. Iran, Islamic Rep. 
26. Jamaica 
27. Kazakhstan 
28. Kenya 
29. Kosovo 
30. Kyrgyz Republic 
 
31. Lao PDR 
32. Macedonia, FYR 
33. Madagascar 
34. Malaysia 
35. Mauritania 
36. Mexico 
37. Moldova 
38. Mongolia 
39. Montenegro 
40. Nicaragua 
41. Niger 
42. Nigeria 
43. Pakistan 
44. Panama 
45. Paraguay 
46. Peru 
47. Philippines 
48. Rwanda 
49. Senegal 
50. Serbia 
51. South Africa 
52. Sri Lanka 
53. Tajikistan 
54. Thailand 
55. Turkey 
56. Uganda 
57. Ukraine 
58. Venezuela, RB 
59. Vietnam 
60. Zambia 
 
 
